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3. High-Cost Support 
Comm’m’@” 

Fed&. sem The hieh-cost suumrt mechanisms enable areas wW&$’%i& costs to recover some of - .. ~I 

these costs from the federal universal service support mechanisms, leaving a smaller remainder 
of the costs to be recovered through end-user rates or state universal service support mechanisms. 
In this manner, the high-cost support mechanisms are intended to hold down rates and thereby 
further one of the most important goals of federal and state regulation -- the preservation and 
advancement of universal telephone service. This section of the report outlines the high-cost 
support mechanisms and provides data for these mechanisms. The high-cost support 
mechanisms include embedded high-cost loop support (HCLS),’ forward-looking non-rural high- 
cost model support (HCMS), long-term support (LTS), interstate access support (IAS) for price- 
cap carriers, interstate common line support (ICLS) for rate-of-return c&ers, and local 
switching support (LSS). Table 3.1 summarizes the annual amounts for the high-cost programs 
for 1998 through 2003.* It is based on information provided by the Universal Service 
Administrative Company (USAC). 

Historically, HCLS was provided to all incumbent local exchange carriers (ILECs) based 
on their embedded costs. Such support provides assistance for non-traffic sensitive (NTS) local 
loop costs -- a term that refers to the costs of outside telephone wires, poles, and other facilities 
that link each telephone customer’s premises to the public switched telephone network. NTS 
costs are allocated between the state and interstate jurisdictions because all local loops can be 
used for making and receiving both intrastate and interstate telephone calls. Historically, the 
interstate allocation was made using the Subscriber Plant Factor (SPF).3 This factor is now 25% 
for all companies. Today, carriers are eligible for different forms of interstate high-cost loop 
support, depending on whether they are considered rural or non-rural carriers? 

1 This was formerly referred to as the Universal Service Fund, and still bears that name in 
the Commission rules. It is now referred to as high-cost loop support to avoid conhsion 
with the new, more comprehensive universal service support mechanisms that the 
Commission developed to implement the 1996 Act. See 47 C.F.R. 5 36.601. See also 47 
C.F.R. Part 54. 

The 2003 numbers are based on the assumption that fourth quarter projections will be the 
same as those for the third quarter. Historical administrative costs and interest earnings 
are included on a cash basis. 

The Subscriber Plant Factor is defined in section 36.154(e) of the Commission’s rules. 47 
C.F.R. 5 36.154(e). It was frozen in 1981 and then transitioned to 25% between 1985 and 
1993, subject to the limitations in section 36.154(f) of the Commission‘s rules. 47 C.F.R. 
3 36.154(f). 

See 47 C.F.R. 5 51.5 for the definition of a rural carrier. Generally, they either have less 
than 100,000 lines or serve predominantly rural areas. 
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If an ILEC is deemed a rural carrier, it continues to receive high cost support based on 
embedded costs. The expense adjustment allows those study areas' with an average unseparakd 
cost per loop that exceeds 1 15% of the national average to allocate an additional portion of their 
NTS costs to the interstate jurisdiction and to have those costs recovered by HCLS.6 Table 3.2 
shows the percentages of additional NTS costs recovered by HCLS.' HCLS was implemented 
during a period in which the basic interstate allocation of loop costs was shifted from a level 
based on the historical SPF to the present flat allocation factor of 25%. Both of these changes 
were phased in between 1985 and 1993, during which the HCLS was increased by one-eighth of 
the formula amount each year. 

Table 3.3 shows the payments that have been made through HCLS since its inception. 
The first column indicates the year in which the NTS costs were incurred. The second column 
indicates the year in which HCLS payments were made. The third column indicates the amount 
of those payments, based on the product of the transition factor' shown in the fourth column and 
the full amounts (calculated &om the formulas in Table 3.2).' The last column of the table shows 
the annual growth rate in the payments. 

In December 1993, the Commission, at the recommendation of the Joint Board in CC 
Docket 80-286, imposed a cap on HCLS payments." The cap was indexed to the rate of growth 
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A study area is usually an operating company's operations in one state. Holding 
companies may own multiple operating companies and thus have multiple study areas in 
a state. Study area boundaries were frozen as of November 15, 1984. Any subsequent 
change requires a Commission waiver of this freeze. 

In January 1988, high-cost assistance was retargeted to increase benefits to small and 
medium sized LECs. The old and new high-cost formulas are compared in Table 3.1 of 
the Monitoring Reports in CC Docket No. 87-339. 

For example, suppose the national average cost per loop is $240 and a company with 
10,000 loops has a cost per loop of $420, or 175% of the national average. Then for the 
portion of their costs between $276 (1 15% of the national average) and $360 (150% of 
the national average) they would receive 65% of those costs [.65 times ($360 - $276) = 
$54,601, plus they would receive 75% of their costs over $360 [.75 times ($420 - $360) = 
$451, resulting in HCL support totaling $99.60 per loop, or $996,000 total support. 

The transition factor represents the proportion of the calculated HCL support that was 
actually paid during the transition period between 1985 and 1993. This transition was 
designed to compensate for the allocation of costs to interstate based on the transitional 
SPF during that period, which on average was greater than the present 25%. 

As discussed below, beginning in 1994 the payments are subject to a cap. Payments since 
2000 include only hold-harmless support for non-rural companies. 

Amendment of Part 36 of the Commission's Rules and Establishment of a Joint Board, 
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in the national total of working exchange loops. It is implemented by adjusting the national 
average cost per loop used to calculate each study area's high-cost assistance (using the current 
formula from Table 3.2) from the true average value to whatever base value is required to 
achieve the cap. For example, in 2003, the cap is achieved by adjusting the base value 2001 cost 
per loop from the national average of $240.00 to $267.15. In addition, when exchanges are sold 
or transferred to another company, the new owner is limited to the same support for those 
exchanges that they had under the old owner." 

The Commission modified the high-cost support mechanism to provide additional 
support to rural carriers on May 23,2001. Implementation of the modified support mechanism 
began July 1, 2001 and will continue for a five year period.I2 The Commission rebased the 
HCLS fund for rural carriers, revised the corporate operations expense limitation formula, I 3  and 
modified the indexed cap. Accordingly, beginning July 1, 2001, the caps for non-rural hold- 
harmless and rural HCLS are calculated ~eparate1y.l~ For rural carriers, the national average 
annual loop cost is now frozen at $240.00 and the cap is indexed to the rate of growth in working 
loops of rural carriers plus the rate of inflation as measured by the Gross Domestic Product - 
Chained Price Index (GDP-CPI)." To encourage new investment in rural infrastructure, safety 
net additive support was made available for rural carriers whose telephone plant in service per 
loop increased by over 14% in one year. This additional loop support equals the difference 
- 

CC Docket No. 80-286, Report and Order, 9 FCC Rcd 303 (1993). The amount of the 
payments for 1996 was below the cap. 

47 C.F.R. 8 54.305. This applies to sales and transfers initiated after May 7, 1997. In 
August 2000, the Common Carrier Bureau adopted an order removing similar older caps 
for individual study areas that were subject to them at that time, effective January 1,2000. 
Petitions for Waiver Concerning the Definition of "Study Area I' Contained in Part 36 

Appendix-Glossary of the Commission's Rules, CC Docket No. 96-45, Order, 15 FCC 
Rcd 23491 (2000). 

See Federal-State Joint Board on Universal Service, Multi-Association Group (MAG) 
Plan for Regulation of Interstate Services of Non-Price Cap Incumbent Local Exchange 
Carriers and Interexchange Carriers, CC Docket Nos. 96-45,OO-256, Fourteenth Report 
and Order, Twenty-Second Order on Reconsideration, and Further Notice of Proposed 
Rulemaking in CC Docket No. 96-45, and Report and Order in CC Docket No. 00-256, 
16 FCC Rcd 11244 (2001) (Rural TaskForce Order). 

Previously, in 1998, the Commission had adopted limitations on the amount of allowed 
corporate operations expense. The limitations are specified in section 36.621(a)(4) of the 
Commission's rules. 47 C.F.R. 5 36.621(a)(4). 

47 C.F.R. $8 36.602 and 36.603. 

This replaces the indexing of the cap to the rate of growth of the national total of working 
exchange loops. 
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between what its HCLS would have been uncapped and what it is capped in the qualifying year 
less the difference between the uncapped and capped amounts in the base year. For new sales or 
transfers of rural exchanges, the acquiring carrier is required to keep separate cost information 
for the acquired exchanges to determine the eligible support for those exchanges. Safety valve 
support is available for new investments in infrastructure for the acquired exchanges. On June 
13,  2002, the Commission adjusted the rural HCLS cap by changing the base year for the 
calculations to 2000 for purposes of recalculating the cap for 2002 and subsequent years.16 

If a carrier is deemed to be a non-rural carrier, it now receives high-cost support based on 
forward-looking costs, as estimated by an FCC cost model. The Commission adopted a new 
high-cost support mechanism for non-rural carriers on October 21, 1999, based on 
recommendations from the Joint Board.I7 This HCMS mechanism is based on the fonvard- 
looking costs of providing supported services” as determined by the Commission’s cost model.’’ 
For each state, the cost model calculates the wire center forward-looking cost per line incurred 
by non-rural carriers to provide supported services. The statewide average cost per line is then 
compared to the national average cost per line to determine eligibility for support. The forward- 
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See Federal-State Joint Board on Universal Service, Multi-Association Group (MAG) 
Plan for Regulation of Interstate Services of Non-Price Cap Incumbent Local Exchange 
Carriers and Interexchange Carriers, CC Docket Nos. 96-45, 00-256, Order on 
Reconsideration, 17 FCC Rcd 11472 (2002) (Rebasing Order). 

See Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Ninth Report 
and Order and Eighteenth Order on Reconsideration, 14 FCC Rcd 20432 (1999) (High- 
Cost Methodology Order), rev’d in part and remanded, Qwest v. FCC, 258 F.3d 1191 
(10th Cir. 2001). and Federal-State Joint Board on Universal Service, CC Docket No. 
96-45, Order on Remand, Further Notice of Proposed Rulemaking, and Memorandum 
Opinion and Order, FCC 03-249 (released October 27,2003). 

The services eligible for federal universal service support are listed in section 54.101 of 
the Commission’s rules. 47 C.F.R. 5 54.101. 

The cost model consists of: (1) a model platform, which contains a series of fixed 
assumptions about network design and engineering; and (2) input values for the model 
platform, such as the cost of network components, e.g., cables and switches, as well as 
various capital cost parameters. The Commission adopted the model platform in the 
Plarform Order released in October 1998. Federal-State Joint Board on Universal 
Service, Forward-Looking Mechanism for High-Cost Support for Non-Rural LECs, CC 
Docket Nos. 96-45,97-160, Fifth Report and Order, 13 FCC Rcd 21323 (1998) (Plarform 
Order). The Commission adopted input values in the Inpurs Order released in November 
1999. Federal-State Joint Board on Universal Service, Forward-Looking Mechanism for 
High-Cost Support for Non-Rural LECs, CC Docket Nos. 96-45, 97-160, Tenth Report 
and Order, 14 FCC Rcd 20156 (1999) (Inputs Order). 
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looking support mechanism provides support to non-rural carriers in those states that have a 
statewide average forward-looking cost per line greater than the national benchmark, which was 
set at 135 percent of the national average forward-looking cost per line for the period of time 
covered in this report.2o 

After determining the total amount of forward-looking support provided to non-rural 
carriers in a particular state, the support is then targeted to individual wire centers that have 
forward-looking costs in excess of the benchmark.2’ Under the targeting approach, the amount 
of support provided to a non-rural carrier serving a particular wire center depends on the relative 
costs in that wire center and the number of lines served by the carrier. By comparing the relative 
costs in various above-benchmark wire centers, the targeting approach enables the Commission 
to provide greater amounts of support to carriers serving lines in wire centers with costs further 
above the benchmark. Thus, unlike providing a uniform per line statewide support amount, the 
targeting approach provides support in an amount commensurate with the cost of service, thereby 
encouraging carriers to serve high-cost areas. 

The Commission also adopted a transitional “hold-harmless” measure to prevent rate 
shocks and disruptions in state rate designs when the new mechanism took effect. As adopted, 
no non-rural telephone company would receive less support than it received under the LTS plus 
embedded HCLS mechanisms during the transition period. The Joint Board recommended that 
interim hold-hannless support be phased down beginning January 1 ,  2001?2 On December 8, 
2000, the Commission adopted measures to phase down interim hold-harmless support, through 
$1 .OO reductions in average monthly per-line embedded HCLS, beginning January 1 ,  2001, and 
every year thereafter until there is no more interim embedded hold-harmless HCLS.Z3 

20 High-Cost Methodologv Order, 14 FCC Rcd 20432 at paras. 10 and 55. The forward- 
looking support mechanism provides support for all intrastate costs that exceed the 
benchmark. High-Cost Methodologv Order, at paras. 60 - 63. Intrastate costs account for 
76 percent of all forward-looking costs estimated by the model. High-Cost Methodoogv 
Order, at para. 63. Therefore, the forward-looking mechanism provides support for 76 
percent of the forward-looking costs that exceed the benchmark. High-Cost Methodology 
Order, at para. 63. In October 2003, the Commission adopted an order modifying the 
national benchmark. Federal-State Joint Board on Universal Service, CC Docket No. 
96-45, Order on Remand, Further Notice of Proposed Rulemaking, and Memorandum 
Opinion and Order, FCC 03-249 (released October 27,2003). 

High-Cost Methodologv Order, at paras. 68-76. 

Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Recommended 
Decision, 15 FCC Rcd 14714 (2000). 

Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Thirteenth 
Report and Order and Further Notice of Proposed Rulemaking, 15 FCC Rcd 24422 
(2000). 
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LTS is related to interstate non-traffic sensitive costs. LTS provides support to the 
members of the National Exchange Carrier Association (NECA) common line pool, to allow 
them to charge a below-cost carrier common line (CCL) rate that is uniform for all companies in 
the pool. Prior to 1989, all ILECs were required to be part of the NECA common line (CL) pool, 
and CCL rates were uniform nationwide. On April 1 ,  1989, companies were permitted to 
withdraw from the NECA CL pool and provide jurisdictionally specific CCL access charges; 
however, carriers must remain in the pool to received LTS.24 

To reduce disparities in CCL rates among ILECs after companies were permitted to 
withdraw from the CL pool, LTS was set up. LTS originally consisted of payments to the NECA 
CL pool from companies that withdrew from the NECA CL pool. Companies remaining in the 
NECA pool charge CCL rates, pursuant to the NECA tariff, which were formerly equal to the 
average CCL rate of the price cap companies. Effective January 1, 1998, the h d s  for LTS come 
from the federal universal service support mechanisms. At the same time, the NECA pool rate 
no longer was made equal to the average price cap rate. Rather, the amount of LTS that a NECA 
pool member was eligible to receive in 1998 was the 1997 level of LTS (the difference between 
1997 CCL revenue requirements and the sum of 1997 CCL revenues using the NECA pool rate 
and 1997 subscriber line charge revenues) multiplied by the rate of growth of the national 
average NTS cost per loop. The 1999 level of LTS was similarly adjusted from the 1998 level by 
the national average loop cost growth rate. Beginning January 1 ,  2000, LTS is adjusted for 
inflation to reflect the annual percentage change in the GDP-CPL2’ After the implementation of 
ICLS (see below), the Commission determined that it was necessary to reduce LTS for some 
carriers to prevent over earning by those carriers whose ICLS would otherwise have fallen below 
zero.26 

Nationwide pool results provided by NECA for 2001 are shown in Tables 3.4 and 3.5. 
Table 3.4 summarizes the CL pool revenues and expenses for the year 2001, as well as a 
comparison with the corresponding figures for 2000. Table 3.5 has comparable figures for 
NECA’s traffic sensitive pool. 

24 See previous Monitoring Reports for a detailed list of which companies are no longer in 
the NECA CL pool. 

See 47 C.F.R. 5 54.303. 

See Multi-Association Group (MAG) Plan for Regulation of Interstate Services of Non- 
Price Cap Incumbent Local Exchange Carriers and Interexchange Carriers, Federal- 
State Joint Board on Universal Service, CC Docket Nos. 00-256, 96-45, Order and 
Second Order on Reconsideration, 17 FCC Rcd 1 1593 (2002) (MAG Reconsideration 
Order). 

25 

26 
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Table 3.6 provides a history of LTS payments. The data are based on the annual NECA 
NTS pool report (see Table 3.4) from February of the following year and on information 
provided by WAC. 

In response to the 1996 Act, the Commission also has removed implicit support from 
interstate access charges. On May 3 1, 2000, the Commission established an explicit interstate 
access (IAS) support mechanism for price cap carriers to replace the implicit support previously 
collected through interstate access ~harges.2~ Like LTS, the purpose of this mechanism is to 
provide explicit support to ensure reasonably affordable interstate rates. This is in contrast to the 
Commission's other high-cost support mechanisms, which provide support to enable states to 
ensure reasonably affordable and comparable intrastate rates. The IAS mechanism provides 
support to carriers serving lines in areas where they are unable to recover their permitted 
revenues from the newly revised subscriber line charges. The support is fixed at an aggregate 
annual amount of $650 million. It is targeted to the density zones that have the greatest need for 
it. It is provided on a portable, per-line basis. It is available on a competitively neutral basis to 
any eligible telecommunications carrier serving a supported customer, regardless of the 
technology used by that carrier. 

In November 2001, the Commission created the ICLS mechanism for rate-of-return 
carriers to convert implicit support in the access rate structure to explicit, portable s ~ p p o r t ? ~  
ICLS recovers any shortfall between the allowed common line revenues of rate-of-return carriers 
and their subscriber line charge revenues and gradually replace the carrier common line charge. 
Under the MAG Order, the ICLS mechanism was implemented beginning on July 1,2002. 

LSS provides support for traffic sensitive local switching costs. The LSS is now 
recovered through the universal service support mechanisms, rather than through higher traffic- 
sensitive access charges. Until 1997, this support was based on dial equipment minute (DEM) 

27 Access Charge Reform, Price Cap Perfomance Review for Local Exchange Carriers, 
Low-Volume Long Distance Users, Federal-Stute Joint Board on Universal Service, 
Sixth Report and Order in CC Docket Nos. 96-262 and 94-1, Report and Order in CC 
Docket No. 99-249, Eleventh Report and Order in CC Docket No. 96-45, 15 FCC Rcd 
12962 (2000) (CALLS Order), rev'd and remanded, Texas Office of Public Utili@ 
Counsel v FCC, 265 F. 3d 313 (5'h Cir. 2001), and Access Charge Reform, CC Docket 
No. 96-262, Price Cap Performance Review for LECs, CC Docket No. 94-1, Low-Volume 
Long Distance Users, CC Docket No. 99-249, Federal-State Joint Board on Universal 
Service, CC Docket No. 96-45, Order on Remand, 18 FCC Rcd 14976 (2003). 

Multi-Association Group (MAG) Plan for Regulation of Interstate Services of Non-Price 
Cap Incumbent Local Exchange Carriers and Interexchange Carriers, Federal-State 
Joint Board on Universal Service, Second Report and Order and Further Notice of 
Proposed Rulemaking in CC Docket No. 00-256, Fifteenth Report and Order in CC 
Docket No. 96-45,16 FCC Rcd 19613 (2001) (MAG Order). 

28 
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weighting. LSS provides support to ILECs with study areas of 50,000 or fewer access lines, to 
help defray the higher switching costs of small 1LECs. The portion of these costs that are 
normally allocated to interstate is determined by the ratio of interstate to total dial equipment 
minutes, known as the DEM factor. However, ILEC study areas with 50,000 access lines or 
fewer had that portion multiplied by a weighting factor, which was determined by the number of 
access lines in the study area.29 The resulting weighted DEM factor (which was not permitted to 
exceed 25) allowed these study areas to recover a greater portion of their local switching costs 
from interexchange carriers in the form of higher access charges.30 

Since 1998, the LSS factor has been calculated as the difference between the 1996 
weighted DEM factor and the 1996 unweighted DEM factor. It is subject to the limit that the 
sum of the DEM factor and the LSS factor shall not exceed 35. Also, if the number of lines has 
increased since 1996 across one of the limit values of 10.000 or 20,000 or 50,000 lines, the 1996 
weighted DEM factor used for computing the LSS factor is adjusted to reflect the weighting 
factor appropriate for the new number of lines. The LSS is the product of a carrier's annual 
unseparated local switching revenue requirement multiplied by its LSS factor. The 
Commission's rules require that the LSS be trued-up with actual costs no later than 15 months 
after the end of the calendar year for which historical data are submitted?' Table 3.7 provides a 
history of LSS payments since 1993. This table incorporates the true-ups that have been made. 

Competitive local exchange carriers (CLECs) are eligible to receive support from the 
universal service support mechanisms provided that they provide service using their own 
facilities, either partially or completely. Thus pure resellers are not eligible. To be eligible to 
receive support, a carrier must be designated as an eligible telecommunications carrier (ETC) by 
the state regulatory commission of the state in which it operates.32 A CLEC that is designated as 
an ETC will receive high cost support that is determined by the number of lines it serves, the 
support per line received by the ILEC against which it is competing, and the degree to which it 
uses its own facilities to provide its services.33 

29 The weighting factors, which became effective in 1993, are shown in Table 3.6 of the 
December 1998 and June 1999 Monitoring Reports. 

The weighted and unweighted DEM factors are shown in section 8 of this report. The 
DEM factors were frozen in 2001 for a five year period. See Jurisdictional Separations 
Reform and Referral to the Federal-State Joint Board, Report and Order, CC Docket No. 
80-286, FCC 01-162,16 FCC Rcd 11382 (2001) (Separations Freeze Order). 

30 

31 47 C.F.R. 9 54.301(e)(2)(iv). 

32 47 C.F.R. 5 54.201. 

33 47 C.F.R. 9 54.307 
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All of the universal service support mechanisms are administered by USAC, an 
independent subsidiary of NECA. As part of its administration of these support mechanisms, 
USAC files quarterly reports with the Commission, at least 60 days prior to the start of each 
quarter. These reports include quarterly projections of the amounts to be paid for each program, 
along with true-ups (differences between actual payments and projections) for prior periods, 
administrative expenses and interest income. The reports for the fourth quarter of 2002, filed on 
August 2, 2002, and the report for the third quarter of 2003, filed on May 2, 2003, were the 
primary ones used to compile the tables in this section. Other reports were also used, including 
those filed on May 2,2002, November 1,2002, and January 31, 2003.'4 Tables 3.8 through 3.15 
provide a summary by state of the total amounts of these projected payments. Each table 
summarizes the annual amounts for the high-cost programs for 1998 through 2003. The 2003 
numbers are based on the assumption that fourth quarter projections will be the same as those for 
the third quarter. Table 3.8 summarizes HCLS  payment^:^ Table 3.9 summarizes safety net 
additive support payments, Table 3.10 summarizes HCMS payments:6 Table 3.11 summarizes 
LTS payments, Table 3.12 summarizes IAS payments, Table 3.13 summarizes ICLS payments, 
and Table 3.14 summarizes LSS payments. Table 3.15 summarizes the total of these seven 
payments Table 3.16 shows, by support mechanism, for 2002, the payments per loop to 
 carrier^.^' 

Pursuant to Part 36 of the Commission's rules, NECA collects certain cost data from ILECs 
that provide service to approximately 98% of the nation's subscribers?8 Each year NECA collects 

34 The filing dates for projections for previous quarters can be found in previous Monitoring 
Reports. 

The high-cost loop support projections for 2000 and 2001 in Table 3.8 were reduced from 
the amounts reported in the USAC filings to account for implementation of the forward- 
looking non-rural high-cost model support mechanism. Under sections 54.309 and 
54.31 1 of the Commission's rules, non-rural carriers are eligible for the greater of interim 
hold-harmless support (i e., phased down high-cost loop support) or forward-looking non- 
rural high-cost model support. See 47 CFR 54.309,54.311. In 2000 and 2001, USAC 
included all potential interim hold harmless payments in its high-cost loop support 
projections, regardless of whether non-rural carriers were eligible for such payments. 
Because USAC now includes interim hold-harmless payments actually made in its high- 
cost loop support projections, this adjustment is no longer necessary. 

The projections for the forward-looking high-cost model support only include payments 
actually made based on the model. In cases where the HCL hold-harmless payment was 
made because it exceeded the model amount, the model amount was not counted. 

There is no column for safety net additive support because the first payments did not 
begin until 2003. 

These are the carriers that settle on a cost basis. Costs for the remaining ILECs, which 
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NTS cost and loop data from the previous year, and files all such data with USAC and the 
Commission. USAC, as administrator of the high-cost support mechanism, uses that information to 
distribute high-cost assistance in the following year. On October 1,2002, NECA reported new data 
for 2001, and revised data for the four previous years. State totals, based on that report, covering 
cost data for 2001, are presented in Table 3.17. This table shows unseparated NTS costs (revenue 
requirement), the number of loops, and costs per loop. It also shows the expected HCLS payments 
for 2003, based on 2001 data, using the high-cost formula and the cap discussed above. The costs 
shown are embedded costs for all companies, and the payments shown include only hold-harmless 
payments to non-rural companie~?~ The final column shows the percentage of the total payments 
that go to companies in the state. 

Table 3.18 shows the changes, from the revised data for 2000 to the newly reported data for 
2001, for state totals, of the unseparated NTS revenue requirement, the number of loops, the 
revenue requirement per loop, and the HCLS payments. The phrase, "payments in later year" in the 
last column refers to the fact that the payments are made two years after the costs are incurred; in 
this case, in the years 2002 and 2003. In the payments column in this table, the entry "INFINITE" 
indicates that the payment was zero in the first year and positive in the second year. 

Tables 3.19 through 3.22 present state summaries of the revised historical information filed 
for 1997 through 2001 in the 2002 filing. Table 3.19 shows the unseparated NTS revenue 
requirements for each year. Table 3.20 shows the number of loops. Table 3.21 shows the 
unseparated NTS revenue requirement per loop. Table 3.22 shows the HCLS payments for 1999 
through 2003. 

The next several tables in this section are data for individual study areas. Tables 3.23 
through 3.30 are derived from the quarterly USAC filings of projected payments. Table 3.23 has 
HCLS  payment^.^' Table 3.24 has safety net additive support payments. Only those study areas 

settle on an average schedule basis, are attributed by NECA on the basis of those carriers' 
average number of loops per exchange. 

The data submitted by NECA included payments that would have been made if the 
forward-looking high cost model had not been implemented. These have been replaced 
for non-rural companies by USAC hold-harmless data. 

The high-cost loop support projections for 2000 and 2001 in Table 3.23 were reduced 
from the amounts reported in the USAC filings to account for implementation of the 
forward-looking non-rural high-cost model support mechanism. Under sections 54.309 
and 54.31 1 of the Commission's rules, non-rural carriers are eligible for the greater of 
interim hold-harmless support ( i e . ,  phased down high-cost loop support) or forward- 
looking non-rural high-cost model support. See 47 CFR 54.309,54.3 1 1 .  In 2000 and 
2001, USAC included all potential interim hold harmless payments in its high-cost loop 
support projections, regardless of whether non-rural carriers were eligible for such 
payments. Because USAC now includes interim hold-harmless payments actually made 
in its high-cost loop support projections, this adjustment is no longer necessary. 
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surviving study area data with the consolidated pre-merger data. In the case of sales of exchanges, 
for comparison purposes the data for the sold exchanges are consolidated with the data for the study 
area that divested them. 

Each year NECA submits detailed account data used to calculate the unseparated revenue 
requirement per loop for each study area that settles on a cost basis, and total attributed revenue 
requirements for study areas that settle on an average schedule basis. In its filings since 1993, in 
addition to submitting such information for the latest year, NECA also submitted revised 
information for the four preceding years. The detailed account data are not reported here, but the 
most recent revision of the data for each year since 1988 is available in electronic form on the 
FCC-State Link web site. 
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exchanges. In the second column of Table 3.31, the types are cost (C) and average schedule (A), 
indicating the form of settlements used by that study area. The third column indicates whether the 
study area has been designated as rural (R) or non-rural (N). In addition to the name of the study 
area, the name of the holding company (if any) is also shown. The costs shown are embedded costs 
for all companies, and the payments shown include only hold-harmless payments to non-rural 
~ompanies.4~ Table 3.32 shows the percentage changes kom the previous year for each of these 
amounts for individual study areas. In the payments column in this table, the entry ”INFINITE” 
indicates that the payment was zero in the first year and positive in the second year. 

Tables 3.33 through 3.36 present individual study area data for the historical information 
filed for 1997 through 2001 in the 2002 filing. Table 3.33 shows the unseparated NTS revenue 
requirements for each year. Table 3.34 shows the number of loops. Table 3.35 shows the 
unseparated NTS revenue requirement per loop. Table 3.36 shows the HCLS 

In compiling the historical data, it is necessary to account for changes that have occurred in 
the study areas over time. These changes are noted in Table 3.37.4’ In cases where study areas 
have merged, the pre-merger data for all of the merged study areas have been combined and 
reported as the data for the surviving study area in Tables 3.33 through 3.36. In cases where there 
has been an ownership change resulting in a code number change, the pre-change data is reported 
under the new code number and name. In the case of newly created study areas, pre-creation data is 
reported as 0. In Table 3.32, percentage changes in the case of mergers are comparisons of the 

45 The data submitted by NECA included payments that would have been made if the 
forward-looking high cost model had not been implemented. These have been replaced 
for non-rural companies by USAC annualized hold-harmless data. Also, NECA did not 
provide data for one company: 220381 Public Service Tel. of Georgia. Data for this 
company are based on subtracting the amounts for all other companies from the national 
totals. 

46 The differences between the values in Tables 3.23 and 3.36 are due to the facts that the 
amounts reported by USAC in Table 3.23 are based on fourth quarter projections which 
include updates for the previous quarters, while the amounts reported by NECA in Table 
3.36 are based on payments for the first quarter of each year, that do not take into account 
subsequent quarterly updates. Neither can be taken as the amount actually paid during the 
year, except for the 1998 values in Table 3.23, which have been revised by USAC to 
reflect actual payments. The data for 2000 to 2003 for n o n - d  companies have been 
adjusted to reflect only hold-harmless payments for non-rural companies. The payments 
were changed to zero if USAC reported that only forward-looking high-cost model 
payments were made instead. 

Because the study areas were matched between years by study area code number, changes in 
only the name of the company are not included in this list. However, for name changes 
between 2000 and 2001, Table 3.32 shows the old name in parentheses. 
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Year Costs Payment Actual Transition Annual Growth 
Incurred Year Payments Factor in Payments 

1984 1986 $55,626,903 118 
~ i 985 1987 $125,691 ~~~~ 7874 1 I4 125.96%~ 

~~~ 1987~~- .- ~ I989 $264,553,840- 1 12 
~~~~ 1988 1990 ~ $339,176,069~ ~~ ~ . ~~~~ 

~~ 1992 ~ ~ 1994 ~ _ _ ~ ~  ~~ $725,434,165 ~~~~ 1 
1995 .~ $749 ~ 546 ~ 328 1 

~ 1993 ~~~ ~~ 

1994 ~ ~ ~~~~~ 1996 ~ $762,697,762 ~ ~~ 

~~~ -~ 1995 ~. 1997 $793,564,270 1 
~~ ~~~ 1996 . ~ ~~~~ 

~ 1998. ~~ .~ - 2000 ~ ~~ $872,480,703 1 ~~ 0.9s./, 
~~ 1999 ~- 2001 ~ ~~ ~ $963,62871 I6 ~~ ~ 

2000 ~~ ~ 2002 ~~ ~ $1,065,416,160 ~ ~ ~~~~ ~ ~ .~ 

~~ ~ 1986 1988- ~~~ $183,268,189 318~ ~ ~ -45.81% 

28.21% ~ 

42.94% 
25.69% 

$705,121,573 - 1  15.71% 
2 88% 
3.32% 

4.05% 

~ ~~ 1997 ~ -~ 1999 $864,208,086 1 4.46% ~~ 

44.35%~ 
~ ~~~ 

. ~~~ 

518 
1989 ~~ 1991 ~~~~~~~ $484,814,443 314 
1990 ~~ -.. 1992 ~~ ~ ~~~ $609,361,768 718 
1991 

~~ ~~ ~~~~~ 

~ ~~ ~~~ ~ 
~ 

~~ ~~~~~ ~~~ 

1993 
~~~~ .~ ~~~~~~~ ~ 

~~ - 

~~ ~-~ 
1 ~~~ 1.75% ~ 

~~~~ ~ ~~~~~ ~~~~ 

1998 __ $827,291,508 1 4.25% ~ 

1 ~~ 10.45% ~ 

1 10.56% 
2001 2003 $1,079,514,234 1 1.32% 

.~ ~ ~ _ _  
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Table 3.1 
High-Cost Programs Fund Size Projections and Prior Year Actuals 

(in Millions of Dollars) 

Embedded High-Cost Loop Support 
Safety Net Additive Support 
High-Cost Model Support 
Long-Term Support 
Interstate Access Support 
Interstate Common Line Support 
Local Switching Support 
Total High-Cost Support 
Administrative Expenses 
Interest Income 

827 3 864 2 872 5 963 6 1,065 4 1,079 5 
0.0 0 0  0 0  0 0  0 0  7 1  
0 0  0 0  219 6 199 8 228 1 236 8 

476 3 473 I 479 1 493 0 497 9 502 1 
0 0  0 0  283 1 574 4 611 2 619 4 
0 0  0 0  0 0  0 0  186.8 398.0 

390.2 380 3 384 7 389 9 401 9 429 8 
1,693.8 1.7176 2,239 0 2,620 7 2,991 3 3,272 7 

4 8  7 1  2 3  5 6  6 2  14 5 
-5 1 -2 7 -10 2 -5 5 -1.5 -1 6 

Cost Range as % of National Average 

I I I I 
. .  .. ~ 

Total High-Cost Support Expenses I 1.693.51 1,722 01 2,231 11 2,620.81 2,996 01 3.285 6 

% Expense Adjustment within Range 

0% - 115% 
115% - 160% 
160% - 200% 
200% - 250% 

250% and above 

3 - 14 

0% 
10% 
30% 
60% 
75% 

. 

0% - 115% 
115% - 150% 

150% and above 

0% 
65% 
75% 



Table 3.5 
National Exchange Carrier Association, Inc. 
Pool Results -Traffic Sensitive Summary 

Traffic Sensitive Earned Revenues (Note 6) 
-oca1 Switching Support (Note 6) 
Traffic Sensitive Net Realized Uncollectibles 
Traffic Sensitive Net Earned Revenues 
Total Traffic Sensitive Revenues 

VECA Administrative Costs 
4verage Schedule Company Settlements 
Traffic Sensitive Expenses 8 Other Taxes 
rraffic Sensitive Adjusted Federal Income Tax 
rota1 Traffic Sensitive Expenses 

Traffic Sensitive Residue for Distribution (Note 4) 

rraffic Sensitive Average Net Investment 

rraffic Sensitive Residue Ratio (Note 5) 

$778,971,115 $716,651,769 -8.00% 
$297,202,607 $299,092,884 0.64% 

$287,959 $28,728,945 9876.75% 
$1,075,885,763 $987,015,708 -8.26% 
$1,075,885,763 $987,015,708 -8.26% 

$1 5,732,278 $1 4,861,631 -5.53% 
$367,653,850 $306,149,166 -16 73% 
$509,942,297 $465,694,152 -8.68% 
$39,310,771 $43,968,048 11.85% 

$932,639,196 $830,672,997 -10.93% 

$143,246,567 $156,342,711 9 14% 

$1,048,662,246 $1,159,716,517 10.59% 

13.66% 13.48% -1 31% 

Note 1 

Note 2. 

Note 3. 

Note 4. 

Note 5. 

All of the individual line items include some estimates and are subject to further adjustments under 
current NECA procedures. 

The pool year is the calendar year. The 2001 pool year data are reported as of February 28,2002. 
The 2002 pool year data are reported as of Februaty 28,2003. 

Year-to-year changes are affected by changes in the number of companies participating in NECA 
tariffs, sales and acquisitions of assets by participating companies, average schedule to cost 
conversions, and mid-year tariff changes in rate levels. 

Residue for distribution is total revenues less total expenses. 

Residue ratio is calculated by dividing the amount of residue for distribution by the amount of 
average net investment and multiplying by 100 
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Table 3.4 
National Exchange Carrier Association, Inc. 

Pool Results - Common Line Summary 

Pool Year (Note 2) Percentage 1 
Line Item (Note 1) 

Carrier Common Line (CCL) Earned Revenues 
Premium 
Non-Premium 
Special Access Surcharge 
CCL Net Realized Uncollectibles 
CCL Net Earned Revenues 

End-User Net Earned Revenues (Note 4) 

Total Common Line Net Earned Revenues 
ICLS 
Long-Term Support 
Total Common Line Revenues 

NECA Administrative Costs 
Average Schedule Company Settlements 
Common Line Expenses and Other Taxes 
Common Line Adjusted Federal Income Tax 
Total Common Line Expenses 

Common Line Residue for Distribution (Note 5) 

Common Line Average Net Investment 

]Common Line Residue Ratio (Note 6) 

Note 1 

Note 2. 

Note 3. 

Note 4 

Note 5: 

Note 6: 

2001 2002 

$442,936,292 
$123,864 

$21,121,461 
$3,162,549 

$461,019,068 

$596,623,381 

$1,057,642,449 
$0 

$484,158,384 
$1,541,800,833 

$22,559,623 
$278,571,219 
$897,209.1 67 
$74,963,263 

$1,273,303,272 

$268.497,561 

$2,191,409,596 

12.25% 

$271,336,438 
$63,093 

$60,857,468 
$1 9,707,734 

$31 2,549,265 

$905,485,559 

$1,218,034,824 
$180,832,116 
$481,710,108 

$1,880,577,048 

$24,235,106 
$364,985,002 

$1,103,094,650 
$87,097,282 

$1,579,412,040 

$301,165,008 

$2,270,534,326 

13.26% 

Change 

-38.74% 
-49.06% 
188.13% 
523.16% 
-32 20% 

I 

51.77% 

15.17% 
INFINITE 

21.97% 

7.43% 
31.02% 
22.95% 
16.19% 
24 04% 

12 17% 

3.61% 

8.26% 

-0.51% 

All of the individual line items include some estimates and are subject to further adjustments under 
current NECA procedures. 

The pool year is the calendar year. The 2001 pool year data are reported as of February 28,2002. 
The 2002 pool year data are reported as of February 28,2003. 

Year-to-year changes are affected by changes in the number of companies participating in NECA 
tariffs, sales and acquisitions of assets by participating companies, average schedule to cost 
conversions, and mid-year tariff changes in rate levels. 

Amount includes end-user SLC waiver revenues for NECA tariff participants. 

Residue for distribution is total revenues less total expenses. 

Residue ratio is calculated by dividing the amount of residue for distribution by the amount of 
average net investment and multiplying by 100 
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1998 1999 2000 2001 
State or Jurisdiction Total Total Total Total 

I I I I I I 
INDUSTRY 

2002 2003 
Total Total 
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Table 3.9 
Safety Net Additive Suppolt Payment Projections By Jurisdiction 

........ 
....... 
.......... 

- ........ -. 

...................... 

................ 

.... 
..... 

.. ..... 

..... 



1998 1999 2000 2001 
State or Junsdiction Total Total Total Total 

0 !_!&A_-. .~_______ 51,805,013 42,863,884 _ 42,644,549 41.853,OlO 0 

0 0 0 0 0 0 
ALASKA -..-!L 0 0 0 0- 0 
.W_LRX!i!.%?!!OA-_- __ nRlzoNn - 0 0 0 0 I__ 0 0 
.MKANSAS o_ ............. 0 _ 0 L 0 o_ 
CALlFoRNLn ___ ............ ._ 
G.?&F!EO - . 0 0 0 0 0 0 

0 0 0 ~ 0 0 0 CONNECTICUT __ . 
DtSTRICT OF COLUMBIA . 0 0 . 0 0 0 0 
F!%E!! ........ __  0 0 0 0 0 0 
GEORGIA 0 0 0 0 0 ................... _ .................................... 0 
GUAM 0 0 0 0 0 0 
.HAwAI! .... 0 _ 0 0 0 0 0 ..... 
!.DAKL 0 0 0 0 0 __ 0 
!L!YO!? ........ ................. . 0 0 0 0 0 0 
!ED!.!.! ....... 0 0 0 0 ..................................... ... ...................... L- -.o - .......... ~ 

!.OW! .... ........ _ 0 0 ._ o_ 0 0 
.!!“AS 0 0 0 0 ......................................... ..... !L P - 

..................................... _ ......................................................... 1 0 ...-_ 3!2>?22  ...... 3;1!?39... 
. LOUISIANA _- 0 0 0 0 0 0 
MAINE ..... 0 ................................................. ......................................... e ............ !.e.!?GE. ......... ?J5?%??5. ?$!CIE __-5J799.969. 
__ MASSACHUSE 0 0 0 0 0 ............................................................ 0 -- 
MINNESOTA .... 0 0 0 0 0 _ 0 

~- 
0 0 0 0 0 0 

0 0 0 0 0 ..................... ... 0 

_......_____ ....................... .. ............._.._...._............_........._.......................__._.._.._....I_..__.. 

.................................... . .. 

............................................................................ 
....................................... . __ 

KENTUCKY 0 0 1.213943 
............................................................................................................... 

0 0 0 0 0 0 

MICHIGAN 0 0 0 0 0 0 

MISSISSIPPI 2. _ ....................... 0 ...... 10?&!?3,279 103960883 1...2_._ 116194643 L L 121509845 A_?-_ 

MISSOURI 0 0 0 0 0 ........................... 0 - 
MONTANA 0 ............................ 2. 1 I ........ 560 2 93F .  4,334,255 -10.887341 VA9442*,. 

. 0 0 0 0 0 NEBRASKA - - 0 
NEVADA ...... 0 0 0 0 0 0 
.N_V-!AMPSH!RE 0 . 0 0 0 _ 0 
NRFYJERL!! 0 0 0 0 0 0 
NEW MEXICO . 0 ... 0 0 0 0 0 
!E!!LE!i 0 .... 0 0 0 0 0 

... ........... 0 NORG&!YNA _ 0 0 
NoRTH-DAKOTA .._ . 0 0 _ 0 0 0 0 
E?EHERNMARIANAIS~!E% .. ._ 0 0 ... __ 0- 0 0 0 e!!? 0 ^_ 0 0 0 0 0 
OKLAHOMA . .... 0 .. 0 ._ 0 . 0 _~ o_-_--__ 0 
OREGON 0 0 0 0 -0 ___ 0 

. 0 0 ..................... 0 PENNSYLVANIA ._ 0 0 0 
PUERTO RlCO ._ 0 0 0 __ 
RHODE.!.SL&!E 0 0 
SOUTH CAROLINA ... ___- 0 -SL-.-- 
SOUTHDAKOTA o_ 0 0 0 
TENNESSEE 0 .IL 0 0 0 0 
TEXAS 0 0 0 0 0 0 
UTAH ... 0 0 0 - 0 0 .  0 

0 0 0 0 0 0 .  V l R G l N I S E l s _ _  _____.__ _____-- 
VlRGlNlA 0 0 -  0 0 0 0 
WASHlNGTON 0 0 __ 0 0 0 0 
WESLV!E!!b _ 0 
NSC%N2! 0 0 0 0 0 0 

...................... ... . . . . .  ...................... 

- ......................... ... ................ - . .- 
.................................... 

.................................... .............................................. 
.................... _ 

............................................................ - 
........................................ ......... ........... ............. __ 

0 0 0 

I__ - 
_.__.__.__ . . 

0 0 0 
0 0 
0 0 0 

0 0 

-__ o_ _____._..___ 
- __ 

............ _- .___ 

__--~ 
ER&!?)_I .... 0 0 15,187,703.. 10,026,779 9,117,501- 10,072,104~ 

0 31,428.165 55894,379 30,651,191 31,691.972 

0 0 3,655,480 6,138,624 9,879.54 16.7549- 

2002 2003 
Total Total 

I I I 

INDUSTRY I 01 0 I 219,610,741 I 199,848.127 I 228,118,594 I 236,816,722 
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State or Jurisdiction 

I I I I I I 
INDUSTRY I 476,316,559 I 473,074,476 I 479,133,615 I 492,967,950 I 497,918,859 I 502,120,497 

m a  1999 2000 2001 2002 2003 
Total Total Total Total Total Total 

3 - 2 2  



Table 3.12 
Interstate Access Support Payment Projections By Jurisdiction 
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2000 2001 2002 2003 
State or Jurisdiction Total Total Total Total Total Total 

1998 19(M' l i ' C  
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Table 3.14 
Local Switching Support Payment Projections By Jurisdiction 

(Dollars) 
1998 1999 2000 2001 2002 2003 
Total Total Total Total Total Total State or Junsdichon 
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1998 1999 2000 2001 2002 
State or Jurisdiction Total Total Total Total Total 

I I I I I I 
INDUSTRY I 1,693,854,665 1,717,605,118 I 2,239,107,107 I 2,620,704,386 I 2,991348,460 3,272,777,797 

2003 
Total 
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Table 3.16 
Payments per Loop for High-Cost Support Mechanisms: ZOO2 

Ndes Figures m y  not add due lo rounding Support payments do nd include quarterty kuavpr 
' Includes only hold harmless payments to non-rural Camem 
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Table 3.17 
Highcost Loop Support 
2001 Data by Jurisdlctlon 
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Table 3.19 
Unseparated Non-Traffic-Sensitive Revenue Requirement by Jurisdiction ($) 

I Junsdiction 1997 1998 1999 2000 2001 I 

Industry I 42,693,077,7621 43,076,697,2041 44,372,606,1091 45,701,077,8561 46,828,415,741 
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Table 3.20 
Number of Loops by Jurisdiction 

1997 1998 1999 2000 2001 Junsdiction 

I I 173.866.7991 179.849.0451 185.002.9921 188,501,3441 185,588,5781 
I I 

Industry 
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Table 3.21 
Unsepanted NTS Revenue Requirement per Loop by Jurisdiction ($1 

I Jurisdiction 1997 1998 1999 2000 2001 I 
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